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INDEPENDENT AUDITORS' REPORT

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, and each major fund of the Community Development Commission of the
City of National City (the “Commission”), a component unit of the City of National City,
California as of and for the year ended June 30, 2008, which collectively comprise the
Commission’s basic financial statements, as listed in the table of contents. These financial
statements' are the responsibility of the management of the Community Development
Commission of the City of National City. Our responsibility is to express an opinion on these
component unit financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, 1ssued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
component unit financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, and
each major fund financial of the Community Development Commission of the City of National
City at June 30, 2008, and the respective changes in financial position and cash flows of its
proprietary fund types for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

The Commission has not presented management’s discussion and analysis that the Government
Accounting Standards Board has determined is necessary to supplement, although not required to
be part of, the basic financial statements. The information identified in the accompanying table
of contents as required supplementary information is not a required part of the basic financial
statements but is supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and
presentation of the supplementary information. However, we did not audit the information and
express no opinion on it.
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In accordance with Government Auditing Standards, we have also issued a report dated January
29, 2009 on our consideration of the Commission’s internal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts, grant
agreements, and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. This
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Irvine, California
January 29, 2009




COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Assets
Cash and investments (note 5)

Statement of Net Assets
June 30, 2008

Cash and investments with fiscal agent (note 5)

Receivables:
Accounts
Interest
Taxes
Loans
First time homebuyers loans
Due from other governments
Prepaid expense
Due from the City of National City
Deposits
Land held for resale
Capital assets (note 6):
Nondepreciable capital assets
Depreciable capital assets, net of
accumulated depreciation

Total assets
Liabilities

Accounts payable and other liabilities
Accrued salaries and benefits
Accrued interest payable
Unearned revenue
Due to other governments
Due to City of National City
Noncurrent liabilities (note 7):

Due within one year
Due in more than one year

Total liabilities

Net Assets

Invested in capital assets, net of related debt
Restricted for low and moderate housing

Unrestricted net assets (deficit)

Total net assets

Governmental  Business-type
Activities Activities Total
$ 18,482,528 233,033 18,715,561
4,233,561 1,804,906 6,038,467
87,133 1,392 88,525
133,291 - 133,291
387,969 - 387,969
6,474,958 - 6,474,958
1,237,068 - 1,237,068
501,275 501,275
- 73,077 73,077
1,498,870 - 1,498,870
3,386 86,330 89,716
10,995,136 - 10,995,136
2,050,000 528,382 2,578,382
744,998 7,909,878 8,654,876
46,830,173 10,636,998 57,467,171
526,199 201,939 728,138
172,099 - 172,099
160,380 - 160,380
1,034,489 - 1,034,489
689,118 689,118
742,217 742,217
2,140,000 179,857 2,319,857
39,680,000 2,673,606 42,353,606
45,144,502 3,055,402 48,199,904
2,794,998 5,584,797 8,379,795
9,116,381 1,996,799 11,113,180
(10,225,708) - (10,225,708)

$ 1,685,671 7,581,596 9,267,267

See accompanying notes to basic financial statements.
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Governmental activities:
Low and moderate housing
Community development
Interest on long-term debt

and related charges

Total governmental activities

Business-type activities:
Low and moderate housing
Interest on long-term debt

and related charges

Total business-type activities

Total primary government

Statement of Activities

Year ended June 30, 200

8

Program Revenues

Operating Capital Total

Charges for  Contributions Contributions Program

Expenses Services and Grants and Grants Revenues
§ 280,252 - - - -
21,218,387 16,467 13,144,869 - 13,161,336
2,011,578 - - - -
23,510,217 16,467 13,144,869 - 13,161,336
1,887,352 1,050,380 993,897 - 2,044,277
191,470 - - - .
2,078,822 1,050,380 093,867 - 2,044,277
$ 25,589,039 1,066,847 14,138,766 - 15,205,613

General revenues:
Tax increment

Investment income

Other

Total general

revenues

Change in net assets

Net assets (deficit) at beginning of year, as restated (note 13)

Net assets at

end of year

See accompanying notes to the basic financial statements.




Net (Expense) Revenue and Changes in Net Assets

Primary Government

Governmental ~ Business-type
Activities Activities Total
(280,252) - (280,252)
(8,057,051} - (8,057,051)
(2,011,578) - (2,011,578)
(10,348,881} - (10,348,881)
- 156,925 156,925
- (191,470) (191,470)
- (34,545) (34,545)
(10,348,881) (34,545) (10,383,426)
14,708,035 - 14,708,035
624,903 27,616 652,519
3,448,041 - 3,448,041
18,780,979 27,616 18,808,595
8,432,098 (6,929) 8,425,169
(6,746,427) 7,588,525 842,098
$ 1,685,671 7,581,596 9,267,267




COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Balance Sheet - Governmental Funds

June 30, 2008
Special Revenue Funds
Community Section 8 Home
Development Housing Loan HOME
Block Grant Assistance Program Program
Assets :
Cash and investments (note 5) $ 416,005 1,259,329 3,064,944 2,104,827
Cash with fiscal agent (note 5) - - - -
Receivables:
Accounts - 4,416 - -
Interest - - - -
Taxes - - - -
Loans - - 322,958 -
First time homebuyers loans - - - 705,107
Due from other funds (note 4) - - - -
Due from the City of National City - - - -
Due from other governments 178,101 40,528
Deposits - 3,386 - -
Land held for resale - - - 1,705,802
Total assets S 594,106 1,307,659 3,387,902 4,515,736
Liabilities and Fund Balances
Liabilities:
Accounts payable $ 16,906 123,109 - -
Accrued payroll - - - -
Due to other funds (note 4) - 883 - -
Due to City of National City - - - -
Due to other governments - 28,224 - -
Deferred revenue ' 111,989 - - -
Total liabilities 128,895 152,216 - -
Fund balances:
Reserved for:
Loans receivable - - 322,958 -
First time homebuyer loans receivable - - - 705,107
Land held for resale - - - 1,705,802
Debt service - - - .
Unreserved:
Undesignated 465,211 1,155,443 3,064,944 2,104,827
Total fund balances 465,211 1,155,443 3,387,902 4,515,736
Total liabilities and fund balances $ 594,106 1,307,659 3,387,902 4,515,736

See accompanying notes to the basic financial statements.
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Debt Capital
Special Revenue Funds Service Projects

Low and Fund Fund Totals
Nutrition ~ Moderate Income Redevelopment Redevelopment Governmental

Program  Housing Program Fund Fund Funds
4,901,812 673,060 6,062,551 18,482,528
- 2,727,285 1,506,276 4,233,561
- - 82,717 87,133
- . 133,291 133,291
75,958 303,834 8,177 387,969
3,422,000 - 2,730,000 6,474,958
439,809 - 92,152 1,237,068
- - 883 883
- - 1,498,870 1,498,870
18,090 264,556 501,275
— - - 3,386
360,000 - 8,929,334 10,995,136
9,217,669 3,704,179 21,308,807 44,036,058
101,288 283,833 1,063 526,199
- - 172,099 172,099
- - - 883
- 742,217 - 742,217
- 64,175 596,719 689,113
- - 922,500 1,034,489
101,288 1,090,225 1,692,381 3,165,005
3,422,000 - 2,730,000 6,474,958
439,809 - 92,152 1,237,068
360,000 - 8,929,334 10,995,136
- 2,613,954 - 2,613,954
4,894,572 - 7,864,940 19,549,937
9,116,381 2,613,954 19,616,426 40,871,053
9,217,669 3,704,179 21,308,807 44,036,058
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Reconciliation of the Balance Sheet of Governmental Funds
to the Government-Wide Statement of Net Assets

June 30, 2008

Fund balances of governmental funds $ 40,871,053

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets, net of depreciation, have not been included as financial
resources in governmental fund activity.

Capital assets 4,581,163
Accumulated depreciation (1,786,165)

Long term debt and compensated absences have not been included in the
governmental funds:

Tax allocation bonds payable (41,820,000)
Accrued interest payable for the current portion of interest due on bonds
payable has not been reported in the governmental funds. (160,380)
Net assets of governmental activities $ 1,685,671

See accompanying notes to the basic financial statements.
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Statement of Revenues, Expenditures and Changes in Fund Balances - Governmental Funds

For the year ended June 30, 2008

Revenues:
Property taxes
Subventions and grants
HILP payments
Interest income
Other income

Total revenues

Expenditures:

Current:
Personnel services
Special services
Community development

Capital outlay

Debt Service:
Principal payments
Interest and fiscal charges

Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

Other financing sources (uses):
Transfers in from City of National City
Transfers in (note 3)
Transfers out (note 3)

Total other financing sources (uses)

Net change in fund balance

Fund balance (deficit), beginning
of year, as restated (note 13)

Fund balance, end of year

_Special Revenue Funds

Community Section 8 Home
Development Housing Loan HOME
Block Grant Assistance Program Program
$ - - - -
1,147,104 9,427,480 - 524,437
- - 16,467 -
- 41,269 331 -
1,147,104 9,468,749 16,798 524,437
39,849 641,131 - 362
973,769 170,816 188 -
60,347 7,303,803 - 3,166
- 4,923 - -
1,073,965 8,120,673 188 3,528
73,139 1,348,076 16,610 520,909
73,139 1,348,076 16,610 520,909
392,072 (192,633) 3,371,292 3,994 827
§ 465211 1,155,443 3,387,902 4,515,736

See accompanying notes to the basic {inancial statements,
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Debt Capital
Special Revenue Funds Service Projects
Low and Fund Fund Total
Nutrition ~ Moderate Income Redevelopment Redevelopment Governmental
Program Housing Program Fund Fund Funds

- 2,941,607 11,766,428 - 14,708,035
288,359 - - - 11,387,380
- - - - 16,467
- 7,947 8,665 608,291 624,903
222,445 - 30,478 3,153,518 3,448,041
510,804 2,949,554 11,805,571 3,761,809 30,184,826
461,777 26,053 - 1,189,954 2,359,126
412,539 60,584 2,120,909 1,997,556 5,736,361
- 193,615 - 5,835,343 13,396,274
- - - 22,124 27,047
- - 2,065,000 - 2,065,000
- - 2,017.843 - 2,017,843
874316 280,252 6,203,752 9,044,977 25,601,651
(363,512) 2,669,302 5,601,819 (5,283,168) 4,583,175
1,757,489 - - - 1,757,489
- - 814,215 8,915,568 9,729,783

- (814,215) (8,915,568) - . (9,729,7183)
1,757,489 (814,215) (8,101,353) 8,915,568 1,757,489
1,393,977 1,855,087 (2,499,534) 3,632,400 6,340,664
(1,393,977} 7,261,254 5,113,488 15,984,026 34,530,389
- 9,116,381 2,613,954 19,616,426 40,871,053
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances
of Governmental Funds to the Government-Wide Statements of Activities

Year ended June 30, 2008

Changes in fund balances of governmental funds $ 6,340,664

Amounts reported for governmental activities in the statement of activities
differs from the amounts reported in the statement of activities because:

Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the costs of those assets is allocated over their
estimated useful lives as depreciation expense.
Depreciation expense (81,667}

Repayment of bond principal is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the statement of net assets. 2,065,000

The statement of activities includes accrued interest on fong-term debt. This
is the net change in interest payable expense for the current period. 6,265

~ Compensated absences expenses reported in the statement of activities do

not require the use of current financial resources and therefore are not
reported as expenditures in governmental funds. 101,836

Change in net assets of governmental activities $ 8,432,098

See accompanying notes to the basic financial statements.
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Statement of Net Assets - Enterprise Funds

13

COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

June 30, 2008
Kimball Morgan
Towers Towers Total
Assets
Current assets:
Cash and mvestments (noies 2 and 5) 113,056 119,977 233,033
Accounts recervable 872 520 1,392
Prepaid expense 35,210 37,867 73,077
Deposits 42,298 44,032 86,330
Total current assets 191,436 202,396 393 832
Restricted cash and investments with _
fiscal agent (notes 2 and 5) 1,193,811 611,095 1,804,906
Noncurrent assets:
Capital assets (note 6):
Nondepreciable assets 315,814 212,568 528,382
Depreciable capital assets, net of accumulated
depreciation 4,910,200 2,999,678 7,906,878
Total capital assets 5,226,014 3,212,246 8,438,260
Total assets 6,611,261 4,025,737 10,636,998
Liabilities
Current habilities:
Accounts payable and accrued liabilities 76,063 . 39,546 115,609
Notes payable-due within one year (note 7) - 179,857 179,857
. : Total current liabilities 76,063 219,403 295,466
Noncurrent habilities:
Tenant security deposit liability 42,298 44,032 86,330
Note Payable-due in more than one year (note 7) ~ 2,673,606 2,673,606
Total noncurrent liabilities 42,298 2,717,638 2,759,936
Total liabilities 118,361 2,937,041 3,055,402
Net Assets
_ Invested in capital assets, net of related debt 5,226,014 358,783 5,584,797
1 Restricted for:
E Housing 1,266,886 729,913 1,996,799
| Total net assets 6,492,900 1,088,690 7,581,596

See accompanying notes to the basic financial statements.



COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Statement of Revenues, Expenses and Changes in Net Assets - Enterprise Funds

Year ended June 30, 2008

Kimball Morgan
Towers Towers Total
Operating revenues:
Rental income $ 503,093 512,531 1,015,624
Section 8 housing assistance payments 393,266 600,631 993,897
Other 26,792 7,964 34,756
Total operating revenues 023,151 1,121,126 2,044,277
Operating expenses:
Maintenance and operation 780,618 670,428 1,451,046
Depreciation 187,350 248,956 436,306
Total operating expenses 967,968 919,384 1,887,352
Operating income (Joss) (44,817) 201,742 156,925
Nonoperating revenues (expenses):
Interest income 7,344 20,272 27,616
Interest expense - (191,470) (191,470)
Total nonoperating revenues (expense) 7,344 (171,198) (163,854)
Change in net assets (37,473) 30,544 (6,929)
Net assets at beginning of year 6,530,373 1,058,152 7,588,525
Net assets at end of year $ 6,492,900 1,088,696 7,581,596

See accompanying notes to the basic financial statements.
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Statement of Cash Flows - Enterprise Funds

Year ended June 30, 2008

Kimball Morgan
Towers Towers Total
Cash flows from operating activities:
Cash received from customers and government agencies ¥ 922,659 1,115,446 2,038,105
Cash payments to employees for services - (160,906) (160,906)
Cash payments to suppliers for goods and services (762,738} (555,105) (1,317,843)
Net cash provided by (used for) operating activities 159,921 369,435 559,356
Cash flows from investing activities:
Purchase of property plant and equipment (59,605) (4,224) (63,829)
Net cash provided by (used for) investing activities (59,605) {4,224) (63,829)
Cash flows from financing activities:
Principal payments on note payable - (163,586) (168,586)
Interest income 7,344 20,272 27,616
Interest expense - (191,470) (191,470)
Net cash provided by (used for) financing activities 7,344 (339,784) (332,440)
Increase (decrease) in cash and investments 167,660 55,427 163,087
Cash and investments (including cash and investments with fiscal agent):
Beginning of year : 1,199,207 675,645 1,874,852
End of year 1,306,867 731,072 2,037,939
Reconciliation of operating income (loss) to net
cash provided by (used for) operating activities:
Operating income (loss) . (44,817) 201,742 156,925
Adjustments to reconcile operating income (loss) to net
cash provided by (used for) operating activities:
Depreciation 187,350 248,956 436,306
(Increase) decrease in accounts receivable (492) (520) (1,012)
{Increase) decrease in prepaid expenses (2,460) (2,114) (4,574)
(Increase) decrease in deposits 2,794 (2,549} 245
Increase (decrease) in accounts payable and accrued liabilities 20,340 (48,629) (28,289)
Increase (decrease) in tenant security deposit liability (2,794) 2,549 (245
Total adjustments 204,738 197 693 402,431
Net cash provided by (used for) operating activities $ 159921 399,435 559,356

Noncash investing., capital and financing activities

There were no significant noncash investing, capital or financing activities for the vear ended June 30, 2008,

See accompanying notes to basic financial statements.
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(1)

COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Notes to Basic Financial Statements

Year ended June 30, 2008

Summary of Significant Accounting Policies

The basic financial statements of the Community Development Commission of the City of
National City (the “Commission”), a component unit of the City of National City (the
“City”), have been prepared in conformity with generally accepted accounting principles
as applied to government unijts. The Governmental Accounting Standards Board (GASB)
is the accepted standard-setting body for establishing governmental accounting and

financial reporting principles. The following is a summary of the significant accounting
policies of the Commission.

@

(b)

Description of the Reporting Entity

The Community Development Commission of the City of National City (the
“Commission”) was established in April 1967 pursuant to provisions of the
California Health and Safety Code. The Commission is subject to the oversight
responsibility of the City Council of the City of National City (the “City™) and,
accordingly, is a component unit of the City, although it is a separate legal entity.
The Commission's primary purpose is to eliminate blighted arcas within the City
by encouraging development of residential, commercial, industrial, recreational
and public facilities and to assist neighborhood redevelopment through residential
property improvement loans and housing assistance payments to low and moderate
income earners. The Commission accounts for its financial position and
operations in accordance with generally accepted accounting principles in the
United States applicable to governmental units.

Basis of Accounting and Measurement Focus

The basic financial statements of the Commission are composed of the following:
¢ Government-wide financial statements
e TFund financial statements

e Notes to the basic financial statements

Government — Wide Financial Statements

The Commission’s government-wide financial statements include a Statement of
Net Assets and a Statement of Activities. These statements present summaries of
governmental activities for the Commission.

16



COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Summ

(b)

Notes to Basic Financial Statements

(Continued}

of Significant Accouniing Policies. (Continued

Basis of Accounting and Measurement Focus, (Continued)

Government — Wide Financial Statements, (Continued)

Government-wide financial statements are presented using the economic resources
measurement focus and the accrual basis of accounting. Accordingly, all of the
Commission’s assets and liabilities, including capital assets, as well as
infrastructure assets, and long-term liabilities, are included in the accompanying
Statement of Net Assets. The Statement of Activities presents changes in net
assets. Under the accrual basis of accounting, revenues are recognized in the

period in which they are eamed, while expenses are recognized in the period in
which the hability 1s incurred.

Certain types of transactions are reported as program revenues for the Commission
1n three categories: '

> Charges for services
» Operating grants and contributions
> Capital grants and contributions

Interfund transfers have been eliminated as prescribed by GASB Statement No. 34
in regards to interfund activities.

Fund Financial Statements

The underlying accounting system of the Commission is organized and operated
on the basis of separate funds, each of which is considered to be a separate
accounting entity. The operations of each fund are accounted for with a separate
set of self-balancing accounts that comprise its assets, liabilities, fund equity,
revenues and expenditures or expenses, as appropriate. Governmental resources
are allocated to and accounted for in individual funds based upon the purposes for

which they arc to be spent and the means by which spending activities are
controlled.

Fund financial statements for the Commission’s governmental and proprietary
funds are presented after the government-wide financial statements. An
accompanying schedule is presented for the governmental funds to reconcile and
explain the differences in fund balance as presented in these statements to the net
assets presented in the government-wide financial statements. The Commission
has presented all major funds that met the applicable criteria.

17
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Notes to Basic Financial Statements

(Continued)

Summary of Significant Accounting Policies, (Continued)

(b)

Basis of Accounting and Measurement Focus, (Continued)

Governmental Funds

In the fund financial statements, governmental funds are presented using the
modified accrual basis of accounting. Their revenues are recognized when they
become measurable and available as net current assets. Measurable means that the
amounts can be estimated, or otherwise determined. Available means that the
amounts were collected during the reporting period or soon enough thereafier to be
available to finance the expenditures accrued for the reporting period. The
Commission uses a sixty day availability period. The primary revenue sources,
which have been treated as susceptible to accrual by the Commission, are property
tax, special assessments, intergovernmental revenues and other taxes.

Expenditures are recorded in the accounting period in which the related fund
liability is incurred.

Deferred revenues arise when potential revenues do not meet both the measurable
and available criteria for recognition in the current period. Deferred revenues also
arise when the government receives resources before it has a legal claim to them,
as when grant monies are received prior to incurring qualifying expenditures. In
subsequent periods, when both revenue recognition criteria are met or when the

government has a legal claim to the resources, the deferred revenue is removed
and revenue is recognized.

In the fund financial statements, governmental funds are presented using the
current financial resources measurement focus. This means that only current
assets and current liabilities are generally included on their balance sheets. The
reported fund balance (net current assets) is considered to be a measure of
available spendable resources. Governmental fund operating statements present
increases (revenues and other financing sources) and decreases (expenditures and
other financing uses) in net current assets. Accordingly, they are said to present a
summary of sources and uses of available spendable resources during a period.

Amounts expended to acquire capital assets are recorded as expenditures in the
year that resources were expended, rather than as fund assets. The proceeds of
long-term debt are recorded as an other financing source rather than as a fund

liability. Amounts paid to reduce long-term indebtedness are reported as fund
expenditures.

The Reconciliation of the Fund Financial Statements to the Government-Wide
Financial Statements is provided to explain the differences created by the
integrated approach of the GASB Statement No. 34. :
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Notes to Basic Financial Statements

(Continued)

Summarv of Significant Accounting Policies. (Continued

(b)

Basis of Accountine and Measurement Focus, (Continued)

Proprietary Funds

The Commission’s enterprise funds are proprietary funds. In the fund financial
statements, proprictary funds are presented using the accrual basis of accounting.
Revenues are recognized when they are earned and expenses are recognized when
the related goods or services are delivered. In the fund financial statements,
proprietary funds are presented using the economic resources measurement focus.
This means that all assets and all liabilities (whether current or noncurrent)
associated with their activity are included on their balance sheets. Proprietary fund
type operating statements present increases (revenues) and decreases (expenses) in
total net assets.

Operating revenues and expenses generally result from providing services, and
producing and delivering goods in connection with a proprictary fund’s principal
ongoing operations. The principal operating revenues of Kimball Towers and
Morgan Towers are charges to tenants for housing Jlow and moderate income
seniors, which is subsidized with Federal government funds under a Section 8
contract with the U.S. Department of Housing and Urban Development. Operating
expenses for the proprietary funds include the cost of services, administrative
expenses, and depreciation on capital assets. All revenue and expenses not
meeting this definition are reported as nonoperating revenues and expenses.

Amounts paid to acquire capital assets are capitalized as assets in the proprietary
fund financial statements, rather than reported as an expenditure. Proceeds of
long-term debt are recorded as a liability in the proprietary fund financial
statements, rather than as an other financing source. Amounts paid to reduce long-
term indebtedness of the proprietary funds are reported as a reduction of the
related liability, rather than as an expenditure.

Major Funds

The Commussion reports the following major governmental funds:

Community Development Block Grant — To account for activities related to the
annual grant from the Department of Housing and Urban Development to assist in
developing viable urban community by providing decent housing and a suitable
living environment, and by expanding economic opportunities, principally for low
and moderate income persons.
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(Continued)

of Significant Accounting Policies, (Continued)

Basis of Accounting and Measurement Focus, (Continued)

Muajor Funds, (Continued)

Section 8 Housing Assistance — To provide rental assistance to low income

families by subsidizing a portion of the rent directly to landlords on behalf of lTow
income houscholds.

Home Loan Program — To provide home improvement loans to low and moderate
income families that meet certain conditions to qualify for the loan.

HOME Program - To account for activities related to the annual grant from the
Department of Housing and Urban Development to administer programs designed
to provide decent affordable housing, expand capacity of nonprofit housing
providers, and to leverage private sector participation.

Nutrition Program — This program provides a friendly setting for low income and
minority seniors to have a nufritionally balanced meal. The Nutrition Council and
volunteers provide an effective framework to assist in the meal distribution,
solicitation of funds and social services needs of clients.

Low and Moderate Income Housing Program — To account for the tax increment
which is required to be set aside under Section 33334.2 of the California Health

and Safety Code to increase, improve or preserve the community’s supply of low
and moderate income housing.

- Redevelopment Debt Service Fund — To account for the accumulation of resources

for the payment of principal, interest, and related costs of the Commission’s long-
term debt.

Redevelopment Capital Projects Fund — To account for the administrative
expenditures of the Commission and redevelopment capital projects.

In addition, the Commission also reports the following major propristary funds:

Kimball Towers — To account for the activities relating to the operations of

Kimball Tower which use is restricted to housing low and moderate income
seniors.

Morgan Towers — To account for the activities relating fo the operations of

Morgan Tower which use is restricted to housing low and moderate income
seniors. '
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(Continued)

Summary of Sienificant Accounting Policies, (Continued)

(©)

(d)

(e

Cash and Investments

The Commission's investment policy authorizes deposits in any of the approved
nvestments contained in the California Government Code Sections 53600 et seq.
During the year ended June 30, 2008, the Commission complied with these
policies.

Investment income earned on unrestricted cash is allocated to the Commission's
various funds as required by grant/loan agreements or at the Board's discretion.

The Commission pools its available cash with the City for investment purposes.
The City considers pooled cash and investment amounts, with original maturities
of three months or less, to be cash equivalents. Cash and cash equivalents are
combined with investments and displayed as cash and investments.

In accordance with GASB Statement No. 31, Accounting and Financial Reporting
Jor Certain Investments and for External Investment Pools, highly liquid market
investments with maturities of one year or less at time of purchase are stated at
amortized cost. All other investments are stated at fair value. Market value is

used as fair value for those securities for which market quotations are readily
available.

The Commission participates in an investment pool managed by the State of
California titled Local Agency Investment Fund (LAIF) which has invested a
portion of the pool funds in Structured Notes and Asset-backed Securities. LAJIF s
mvestments are subject to credit risk with the full faith and credit of the State of
California collateralizing these investments. In addition, these Structured Notes
and Asset-backed Securities are subject to market risk as to change in interest
rates. '

Land Held for Resale

Land held for resale is recorded at the lower of cost or estimated net realizable
value. Fund balances are reserved in amounts equal to the carrying value of land
and buildings held for resale, because such assets are not available to finance the
Commission’s current operations

Use of Restricted/Net Assets

When an expense 1s incurred for purposes for which both restricted net assets are
available, the Commission’s policy is to apply restricted net assets first.
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(g)

(h)

(1)

Notes {0 Basic Financial Statements

(Continued)

of Significant Accounting Policies, (Continued

Interfund Transactions

Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “due to/from other

funds” (i.e., the current portion of interfund loans) or “advances to/from other
funds” (i.e., the noncurrent portion of interfund loans).

Interest Payable

In the government-wide financial statements, interest payable of long-term debt is
recognized as the liability is incurred for governmental fund types.

In the fund financial statements, governmental fund types do not recognize the
interest payable when the liability is incurred. Rather, interest expense is simply
recorded when it is due or paid.

Long-Term Liabilities

Government-Wide Financial Statements — Long-term debt and other long-term

obligations are reported as liabilities in the primary government’s governmental
activity.

Fund Financial Statements — The fund financial statements do not present long-
term debt but are shown in the Reconciliation of the Governmental Funds Balance
Sheet to the Government-Wide Statement of Net Assets.

Net Assets

In the government-wide finaricial statements, net assets are classified in the
following categories:

Invested in Capital Assets, net of Related Debt — This amount consists of capital
assets net of accumulated depreciation and reduced by outstanding debt that
attributed to the acquisition, construction, or improvement of the assets.

Restricted Net Assets — This amount is restricted by external creditors, grantors,
contributors, laws or regulations of other governments.

Unrestricted Net Assets — This amount is all net assets that do not meet the

definition of “invested in capital asscts, net of related debt” or “restricted net
assets.” .

22



COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

1 Summ

()

(k)

)

Notes to Basic Financial Statements

(Continued)

of Significant Accounting Policies, (Continued

Fund Balances — Reservations and Designations

In the fund financial statements, governmental funds report reservations of fund
balances for amounts that are not available for appropriation or are legally
restricted by outside parties for use of a specific purpose. Designations of fund
balance represent tentative management plans that are subject to change.

Property Tax Increments

One of the Commission's primary sources of revenue is from property tax
increments. The assessed valuation of all property within the Downtown
Redevelopment Project area was determined on the date of adoption of the
Redevelopment Plan. Property taxes related to the incremental increase in
assessed values after the adoption of the Redevelopment Plan are allocated to the
Commission; all taxes on the "frozen" assessed valuation of the property are
allocated to the City and unrelated taxing agencies.

Use of Estimates

The preparation of the basic financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions. These estimates and assumptions affect the reported amounts of
assets and liabilities and the disclosures of contingent assets and liabilities. In
addition, estimates affect the reported amount of expenses. Actual results could
differ from these estimates and assumptions.

{(2) Enterprise Fund Restricted Cash

In accordance with Department of Housing and Urban Development (HUD) requirements,
the Morgan Towers Enterprise Fund maintains the following restricted cash accounts:

>

Reserve for replacements of $453,068 represents a monthly deposit of $3,127,
less current use for replacement, plus income earned thereon. The balance of this
reserve will be used for the future replacement of property with HUD's approval.

Residual receipts reserve of $142,250 is an accumulation of surplus cash as
calculated by HUD's Computation of Surplus Cash, Distributions and Residual
Receipts, which can be expended only with HUD's approval.

Reserve for MIP and insurance impounds of $12,028 and $3,749, respectively,

totaling $15,777, which represents amounts held for the future payment of
property and mortgage insurance.
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(Continued)

2) Enterprise Fund Restricted Cash, (Continued)

Additionally, the Kimball Towers Enterprise Fund maintains the following HUD
restricted cash accounts:

> Residual receipts reserve of $295,860 is an accumulation of surplus cash as
calculated by HUD's Computation of Surplus Cash, Distributions and Residual
Receipts, which can be expended only with HUD's approval.

> Other restricted cash and investments totaling $897,951 are included in the
accompanying basic financial statements.

{(3) Transfers In/Transfers Out

The following schedule summarizes the Commission’s transfer activity:

Transfers In Transfers Out Amount
Redevelopment
Debt Service Fund Low and Moderate Income Housing Fund  § 814,215 (a)
Redevelopment
Capital Projects Fund Redevelopment Debt Service Fund 8.915.568 (b)
| Total $9.729,783

(@) The Low and Moderate Income Housing Fund transferred $814,215 to the
Redevelopment Debt Service Fund to fund a portion of the 1999, 2004, and 2005

Tax Allocation Bonds debt service payments that related to low and moderate
development.

(b) The Redevelopment Debt Service Fund transferred funds fo the Redevelopment
Capital Projects Fund to provide for future capital project expenditures.
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(Continued)

(4) Due From and To Other Funds

Interfund receivable and payable balances at June 30, 2008 are as follows:

Due from Other Funds Due to Other Funds Amount
Redevelopment
Capital Projects Fund Section 8 Housing Assistance Fund $ 883
Total 883

Interfund receivables and payables were created in order to eliminate deficit cash

balances.

{5) Cash and Investments -

Cash and investments as of June 30, 2008 are classified in the accompanying financial

statements as follows:

Statement of Net Assets:
Cash and investments $ 18,715,561
Cash and investments with fiscal agent 6.038.467
Total cash and investments $ 24.754.028

Cash and investments as of June 30, 2008 consist of the following:

Cash on hand $ 625
Deposits with financial institutions 1,966,190
Investments 22,787,213

Total cash and investments $ 24754028
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{Continued)

(5) Cash and Investments, (Continued)

Investments Authorized by the California Government Code and the Commission’s
Investment Policy

The table below identifies the investment types that are authorized for the Commission by
the California Government Code and the Commission’s investment policy. The table also
identifies certain provisions of the California Government Code (or the Commission’s
investment policy, if more restrictive) that address interest rate risk and concentration of
credit risk. This table does not address investments of debt proceeds held by fiscal agent
that are governed by the provisions of debt agreements of the Commission, rather than the
general provisions of the California Government Code or the Commission’s investment

policy.
Authorized *Maximum  *Maximum
Investment Types By Investment *Maximum  Percentage  Investment
Authorized by State Law Policy Maturity OfPortfolio  in One Issuer

Local Agency Bonds Yes 5 years None None
U.S. Treasury Obligations Yes 5 years None None
U.S. Agency Securities Yes 5 years None None
Banker's Acceptances Yes 180 days 40% 30%
Commercial Paper Yes 270 days 25% 10%
Negotiable Certificates of Deposit Yes 5 years 30% None
Repurchase Agrcements Yes 1 year None None
Reverse Repurchase Agreements No 92 days 20% ofbase value  None
Medium-Term Notes Yes 5 years 30% None
Mautual Funds Yes N/A 15% 10%
Money Market Mutual Funds Yes N/A 20% 10%
Mortgage Pass-Through Securities Yes 5 years 20% None
County Pooled Investment Funds Yes N/A None None
Local Agency Investment Fund (LAIF) Yes N/A None None
IPA Pools (other investment pools) Yes N/A None None

* Based on state law requirements or investment policy requirements, whichever is more restrictive.
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(Continued)

Cash and Investments, (Continued)

Investments Authorized by Debt Agreements

Investment of debt proceeds held by fiscal agent are governed by provisions of the debt
agreements, rather than the general provisions of the California Government Code or the

Commission’s investment policy. The table below identifies the investment types that are

generally authorized for investments held by fiscal agent. The table also identifies certain
provisions of these debt agreements that address interest rate risk and concentration of

credit risk.
Maximum Maximum
Authorized Maximum Percentage Investment
Investment Type Maturity Allowed in One Issuer
U.S. Treasury Obligations None None None
U.S. Agency Securities None None None
Banker's Acceptances 360 days None None
Commercial Paper 270 days None None
Money Market Mutual Funds N/A None None
Investment Contracts 30 years None None
Certificates of Deposit None None None
Repurchase Agreements None None None
Mortgage Pass-Through Securities None None None
State Bonds or Notes None - None None
Municipal Bonds or Notes None None None

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the
fair value of an investment. Generally, the longer the maturity of an investment, the

greater the sensitivity of its fair value fo changes in market interest rates. One of the ways
that the Commission manages its exposure to interest rate risk is by purchasing a
combination of shorter term and longer term investments and by timing cash flows from
maturities so that a portion of the portfolio is maturing or coming close to maturity evenly
over time as necessary to provide the cash flow and liquidity needed for operations.

27



COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY
Notes to Basic Financial Statements

(Continued)

(5) Cash and Investments. (Continued)

Information about the sensitivity of the fair values of the Commission’s investments
(including investments held by fiscal agent) to market interest rate fluctuations is
provided by the following table that shows the distribution of the Commission’s
investments by maturity: '

Remaining Maturity (in Months)

12 Months 13to 24 25 to 60

Investment Type Total or Less Months Months

U.S. Agency Securities $ 1,352,376 - - 1,352,376
Negotiable Certificates of Deposit 871,060 776,298 94,762 -
Local Agency Investment Fund (LAIF) 16,414,690 16,414,690 - -
Held by Fiscal Agent:

Commercial Paper 2,344,000 2,344,000 - -

Money Market Funds 1.805.087 _1.805.087 . - -

Total ' $22787.213 21.340.075 - 94.762 1.352.376

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its
obligation to the holder of the investment. This is measured by the assignment of a rating
" by a nationally recognized statistical rating organization. Presented below is the minimum
rating required by (where applicable) the California Government Code, the Commission’s
investment policy, or debt agreements, and the actual rating as of year end for each

investment type.
Minimum  Ratings as of Year End
Legal Not
Investment Type Total Rating AAA Rated
U.S. Agency Securities $ 1,352,376 AAA 1,352,376 -
Negotiable Certificates of Deposit 871,060  N/A - 871,060 -
Local Agency Investment Fund (LAIF) 16,414,690 N/A - 16,414,690
Held by Fiscal Agent:
Commercial Paper 2,344,000 A - 2,344,600
Money Market Funds 1.805,087 A 1,805,087 -
Total - $22.787.213 3,157.463 19.629.750
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Cash and Investments, (Continued)

Concentration of Credit Risk

The investment policy of the Commission contains no limitations on the amount that can
be invested in any one issuer beyond that stipulated by the California Government Code.
Investments in any one issuer (other than U.S. Treasury securities, mutual funds, and
external investment pools) that represent 5% or more of total Commission investments
are as follows:

Investment Reported
Issuer Type Amount
General Electric Commercial Paper 2,344,000

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover its deposits or will not be
able to recover collateral securities that aré in the possession of an outside party. The
custodial credit risk for investments is the risk that, in the event of the failure of the
counterparty (e.g., broker-dealer) to a transaction, a government will not be able to
recover the value of its investment or collateral securities that are in the possession of
another party. The California Government Code and the Commission’s investment policy
do not contain legal or policy requirements that would limit the exposure to custodial
credit risk for deposits or investments, other than the following provision for deposits:
The California Government Code requires that a financial institution secure deposits
made by state or local governmental units by pledging securities in an undivided
collateral pool held by a depository regulated under state law (unless so waived by the
governmental unit). The market value of the pledged securities in the collateral pool must
equal at least 110% of the total amount deposited by the public agencies. California law
also allows financial institutions to secure Commission deposits by pledging first trust
deed mortgage notes having a value of 150% of the secured public deposits.

As of June 30, 2008, Commission investments in the following investment types were
held by the same broker-dealer (counterparty) that was used by the Commission to buy
the securities:

Reported

Investment Tvpe Amount
U.S. Agency Securities $1,352,376
Negotiable Certificates of Deposit 871,060

For investments identified herein as held by fiscal agent, the fiscal agent selects the
mvestment under the terms of the applicable trust agreement, acquires the investment, and
holds the investment on behalf of the reporting government.
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(Continued)

The Commission is a voluntary participant in the Local Agency Investment Fund (LAIF)
that is regulated by the California Government Code under the oversight of the Treasurer
of the State of California. The fair value of the Commission’s investment in this pool is
reported in the accompanying financial statements at amounts based upon the
Commission’s pro-rata share of the fair value provided by LAIF for the entire LAIF
portfolio (in relation to the amortized cost of that portfolio). The balance available for
withdrawal is based on the accounting records maintained by LAIF, which are recorded

(3 Cash and Investments, {(Continued)
Investment in State Investment Pool
on an amortized cost basis.

(6) Capital Assets

The following is a summary of capital assets for the year ended June 30, 2008: |

Balance at Balance at
July 1. 2007 Additions Deletions June 30, 2008

Government Activities:

Capital assets:

Buildings and improvements  $ 2,450,000 - - 2,450,000
Machinery and equipment 81,163 - - 81,163
Total cost of depreciaBle : : :
capital assets 2,531,163 - - 2,531,163
Less accurmulated depreciation: '
Buildings and improvements  (1,623,335) (81,667) - (1,705,002)
Machinery and equipment (81,163) - - (81.163)
Total accumulated
depreciation (1.704.498) (81,667} - (1,786,165)
Depreciable capital assets, net 826,665 (81,667) - 744,998
Capital assets not depreciated:
Land 2.0650.000 - - 2.050.000
Capital assets, net $ 2876665 (81.667) - 2,794,998

Depreciation expense in governmental activities for capital assets for the year ended
June 30, 2008 was $81,667 which was allocated to community development.
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(6) Capital Assets, (Continued)

Balance at Balance at
July 1, 2007 Additions Deletions June 30, 2008

Business-Type Activities:

Depreciable assets:

Buildings and improvements $ 15,631,884 4,223 - 15,636,107
Furniture and equipment 402,549 59,604 - 462,153
Total cost of depreciable ‘
assets 16.034.433 63.827 - 16.098.260
Less accumulated depreciation:
Buildings and improvements  (7,699,622) (411,542) - {8,111,164)
Fumiture and equipment (52.454) (24,764) - (77.218)
Total accumulated
depreciation (7,752,076) (436,306) - (8.188.382)
Depreciable capital assets, net 8,282,357 (372,479) - 7,909,878
Capital assets not depreciated:
Land 528,382 - - 528.382
Capital assets, net $ 8810739 (372,479) - 2.438.260

Depreciation expense in business-type activities for capital assets for the year ended
June 30, 2008 was $436,306 which was allocated to low and moderate housing.
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{(7) Long-Term Liabilities

The following 1s a summary of changes in long-term liabilities for the vear ended June 30,

2008:
Amounts Amount
Balance Balance Due Within  Due Beyond
July 1, 2007 Additions Deletions  June 30, 2008 One Year One Year
Governmental Activities:
Bonds payable:
1999 Tax Allocation Bonds $4,435,000 - (110,000) 4325 000 115,000 4,210,000
2004 Series Tax Allocation Bonds 5,395,000 - {250,000) 5,145,000 260,000 4,885,000
2005 Series A Tax Allocation Bonds 24,215,000 - {1,705,000) 22,510,000 1,765,000 20,745,000
2005 Series B Tax Allocation Bonds 9,840,000 - - 9.840.000 - 9.840.000
Total bonds payable 43,885,000 - (2,065,000) 41,820,000 2,140,000 39,680,000
Compensated absences 101,836 - (101.836) - - -
Total governmental activities 43,986,836 - (2,166,836} 41,820,000 2,140,000 39,680,000
Business-Type Activities:
Notes Payable 3.022.049 - (168,586) 2,853,463 179.857 2,673,606
Total business-type activities 3,022,049 - (168.586) 2.853.463 179.857 2,673,606
Total : $47,008,885 - (2,335,422) 44,673 463 2319857 42,353,606

1999 Tax Allocation Bonds

In June 1999, the Commission issued $5,050,000 in Tax Allocation Bonds for the Q
Avenue Redevelopment project. The bonds consist of $1,085,000 in serial bonds which
mature from 2000 to 2010 in amounts ranging from $45,000 to $125,000, and $1,425,000
in term bonds which mature in 2019, and $2,540,000 in term bonds which mature in 2029,
Interest is payable semi-annually on February 1 and August 1, at interest rates ranging
from 3.30% to 4.50%
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{(7) Long-Term Liabilities. (Continued)

The annual debt service requirements for the 1999 Tax Allocation Bonds outstanding at
June 30, 2008 are as follows:

Fiscal Year Principal Interest Total
2009 $115,000 214,802 329,802
2010 120,000 209,690 329,690
2011 125,000 204,237 329,237
2012 130,000 198,175 328,175
2013 135,000 191,550 326,550
2014 145,000 184,550 329,550
2015 150,000 177,176 327,176
2016 155,000 169,550 324,550
2017 165,000 161,549 326,549
2018 175,000 153,050 328,050
2019 180,000 144,175 324,175
2020 190,000 134,925 324,925
2021 200,000 125,050 325,050
2022 210,000 114,543 324,543
2023 220,000 103,525 323,525
2024 235,000 91,866 326,866
2025 245,000 79,566 324,566
2026 260,000 66,625 326,625
2027 270,000 53,044 323,044
2028 285,000 38,822 323,822
2029 300,000 23,831 323,831
2030 315,000 8.072 323.072

Total $4.325,000 2,848,373 7,173,373
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(7) _ Long-Term Liabilities. (Continued)

2004 Tax Allocation Bonds

In June 2004, the Commuission issued $5,860,000 in Tax Allocation Bonds to finance a
portion of the cost to construct a fire station, library, and community art center. The
bonds consist of $3,045,000 in serial bonds which mature from 2005-2015 in amounts
ranging from $220,000 to $330,000, and $1,085,000 in term bonds which matures in’
fiscal year 2029. Interest is paid semi-annually on February 1 and August 1, at interest
rates ranging from 1.50% to 5.50%.

The annual debt service requirements for the 2004 Tax Allocation Bonds outstanding at
Tune 30, 2008 are as follows:

Fiscal Year Principal Interest Total
2009 $260,000 231,348 491,348
2010 265,000 223,534 488,534
2011 275,000 214,685 489,685
2012 285,000 204,880 489,880
2013 . 295,000 194,145 489,145 .
2014 305,000 182,440 487,440
2015 2,045,000 122,307 2,167,307
2016 330,000 61,263 391,263
2017 - 54,250 54,250
2018- - 54,250 54,250
2019 - 54,250 54,250
2020 - 54,250 54,250
2021 - 54,250 54,250
2022 - 54,250 54,250
2023 - 54,250 54,250
2024 - 54,250 54,250
2025 - 54,250 54,250
2026 - 54,250 54,250
2027 345,000 45,625 390,625
2028 360,000 28,000 388,000
2029 380,000 9,500 389,500
Total $5,145.000 2,060,227 7,205,227
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Lone-Term Liabilities, {Continued)

2005 Series A Tax Allocation Bonds

In January 2005, the Commission issued $27,940,000 in Tax Allocation Bonds, Series A
for the purpose of refunding the Commission’s 2001 Series A Tax Allocation Bonds.
Interest on the bonds is payable semiannually on August 1 and February 1, commencing
August 1, 2005, at rates ranging from 2.9% to 4.85% per annum.

The annual debt service requirements for the 2005 Series A Tax Allocation Bonds
outstanding at June 30, 2008 are as follows:

Fiscal Year Principal Interest Total
2009 $1,765,000 1,027,605 2,792,605
2010 1,840,000 957,005 2,797,005
2011 2,125,000 879,725 3,004,725
2012 3,060,000 788,350 3,848,350
2013 3,200,000 650,650 3,850,650
2014 3,345,000 503,450 3,848,450
2015 3,505,000 346,235 3,851,235
2016 3.670.000 177.995 3,847,995
Total $22.510,000 5,331,015 27,841,015

2005 Series B Tax Allocation Bonds

In January 2005, the Commission issued $9,840,000 in Tax Allocation Bonds, Series B
for the purpose of refunding the Commission’s 2001 Series B Tax Allocation Bonds.
Interest on the bonds is payable semiannually on August 1 and February 1, commencing
August 1, 2005, at rates ranging from 3.8% to 5.25% per annum.
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(7) Long-Term Liabilities, (Continued)

The annual debt service requirements for the 2005 Series B Tax Allocation Bonds
outstanding at June 30, 2008 are as follows:

Fiscal Year Principal Interest Total
2009 $ - $444,693 444,693
2010 - 444 693 444,693
2011 - 444,693 444,693
2012 - 444,693 444 693
2013 - 444,693 444 693
2014 - 444 693 444 693
2015 - 444,693 444,693
2016 - 444,693 444,693
2017 760,000 444,693 1,204,693
2018 790,000 415,813 1,205,813
2019 825,000 385,003 1,210,003
2020 855,000 352,003 1,207,003
2021 890,000 317,803 ' 1,207,803
2022 570,000 277,753 ¢ 847,753
2023 595,000 253,528 848,528
2024 780,000 227,943 1,007,943
2025 . 815,000 194,013 1,009,013
2026 855,000 153,263 1,008,263
2027 555,000 110,513 665,513
2028 435,000 81,375 516,375
2029 250,000 58,538 308,538
2030 200,000 45,413 245,413
2031 210,000 34,913 244,913
2032 220,000 23,888 243,888
2033 235,000 12,338 247,338

Total $9,840,000 6,946,337 16,786,337
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{Continued)

(N Long-Term Liabilities, (Continued)

Note Payable

The mortgage payable is secured by a deed of trust, bears interest at 6.5% and is payable
to GMAC in the amount of $3,718,928. The note is being repaid in monthly installments
of $30,005, including interest, through August 2019. The note is insured by HUD and is
secured by substantially all property and equipment of the Morgan Towers Enterprise

Fund.

The annual principal payments of the note payable outstanding at June 30, 2008 are as

follows:

Fiscal Year Principal Interest Total
2009 $179,878 180,182 360,060
2010 - 191,923 168,137 360,060
2011 204,777 155,283 360,060
2012 218,492 141,568 360,060
2013 233,124 126,936 360,060
2014 248,736 111,324 360,060
2015 265,395 . 94,665 360,060
2016 283,170 76,890 360,060
2017 302,136 57,924 360,060
2018 322,368 37,692 360,060
2019 343,957 16,103 360,060
2020 59,507 503 60.010
Total $2.853.463 1,1167,207 4.020.670
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Notes to Basic Financial Statements

(Continued)

() Long-Term Liabilities, (Continued)

Defeasance of Debt

As of June 30, 2008, the outstanding balance of defeased issues are as follows:

2001 Series A Tax Allocation Bonds | $26,355,000
2001 Series B Tax Allocation Bonds 9,150,000
1998 Tax Allocation Bonds 15,205,000

(8) Commitments and Contingencies

Grant funds received by the Commission are subject to review by the grantor agencies.
Such audits could lead to requests for reimbursements to the grantor agencies for
expenditures disallowed under terms of the grant. The management of the Commission
believes that such disallowances, if any, will not be significant.

(N National City Joint Powers Financing Authority

The National Joint Powers Financing Authority (“JPFA™) was created pursuant to a joint
exercise of powers agreement entered into by and between the Commission and the City
of National City on April 16, 1991. The purpose of such agreement was to provide for the
financing and construction of the new police facility and Community Center. The JPFA
is administered by a commission consisting of the members of the City Council and all
voting power of JPFA resides in the Commission. =~
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(Continued)

(10)  Deferred Compensation

The Commission offers its employees a deferred compensation plan created in accordance
with Internal Revenue Code Section 457. The plan, available to all full-time employees,
permits them to defer a portion of their salary until future years. The deferred
compensation is not available to employees until termination, retirement, death, or
unforeseeable emergency. The maximum salary deferral is $15,500 per year.

All amounts of compensation deferred under the plan, all property and rights purchased
with those amounts, and al} income attributable to those amounts, are held in trust for the
exclusive benefit of plan participants and/or beneficiaries. Participants’ rights under the
plan are equal to the fair market value of the deferred account for each participant. Since
the plan is managed and assets are held in trust by an administrator other than the
Commission, the assets are no longer included in the Commission’s financial statements.

(11) Employee Retirement System

Plan Description

The Commission contributes to the California Public Employees Retirement System
(PERS), a cost-sharing multiple-employer public employee defined benefit pension plan.
PERS provides retirement and disability benefits, annual cost-of-living adjustments, and
death benefits to plan members and beneficiaries. PERS acts as a common investment
and administrative agent for participating public entities within the State of California.
Benefit provisions and all other requirements are established by state statute and the
Commission’s Resolution. PERS issues a publicly available financial report that includes
financial statements and required supplementary information for the cost sharing plans
that are administered by PERS. Copies of PERS’ annual financial report may be obtained
by writing to: 400 P Street, Sacramento, California 95814.

Contributions
Participants are required to contribute 8% of their annual covered salary. The
Commission makes the contributions required of the Commission’s employees on their

behalf and for their account. Benefit provisions and all other requirements are established
by state statute and Commission contract with employee bargaining groups.
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(Continued)

(11) Employee Retirement System. (Continued)
For each of the fiscal years shown below, the Commission has contributed at the
actuarially determined rate provided by PERS’ actuaries. Under GASB 27, an employer
reports an annual pension cost (APC) equal to the annual required contribution (ARC)
plus an adjustment for the cumulative difference between the APC and the employer’s
actual plan contributions for the year. The cumulative difference is called the net pension
obligation (NPO). The ARC for the period July 1, 2007 to June 30, 2008 has been
determined by an actuarial valuation of the plan as of June 30, 2005. The Commission’s
covered payroll for PERS was $1,394,311 for the year ended June 30, 2008, while the
Commission’s total payroll for all employees was $1,414,275 during the same period. In
order to cajculate the dollar value of the ARC for inclusion in financial statements
prepared as of June 30, 2008, the contribution rate is multiplied by the payroll of covered
employees that were paid during the period from July 1, 2007 to June 30, 2008.
Three-Year Trend Information
Annual Pension Cost
Employer Net

Fiscal ~ Contribution Employer Percentage  Pension

Year Rate Contribution Contributed Obligation

6/30/06 17.569% $337,857 100% -

6/30/07 18.297% 303,606 100% -

6/30/08 16.737% 345,583 100% . -

(12)  Expenditures in Excess of Appropriations

Expenditures for the. year ended June 30, 2008 exceeded the appropriations of the
following funds:

Budgef - Actual Variance
Special Revenue Funds:
Home Loan Program $ - 188 (188)
Nutrition Program - 874,316 (874,316)
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(Continued)

(13)  Prior Period Restatement

The accompanying financial statements include an adjustment that resulted in the
restatement of beginning fund balance of the Redevelopment Debt Service Fund to
account for certain pass-through obligations that relate to prior years. The following
summarizes the effect of the prior period adjustment to beginning fund balance and
related government-wide net assets as of July 1, 2007:

Government-
Redevelopment Wide
Debt Service  Statement of

Fund Net Assets
Net assets/ fund balance — beginning of year, $5,626,852 (6,233,063)
as previously reported
To record pass-through obligations that relate
to prior years (513.364) (513.364)
Net assets/ fund balance — beginning of year,
as restated $5,113,488 (6,746,427)
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(1)

COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY
Notes to the Required Supplementary Information

Year ended June 30, 2008

Budgetary Information

(2)

The Commission adopts an annual budget prepared on the modified accrual basis of
accounting for all governmental fund types. The Executive Director is required to
prepare and submit to the Commission Board of Directors the annual budget of the
Commission and administer it after adoption. Any revisions that alter the total
appropriations must be approved by the Board of Directors. All annual appropriations
lapse at fiscal year-end except for unexpended purchase orders or contracts and
unexpended appropriations for capital projects. Total expenditures may not legally

exceed total appropriations at the fund level.

Required Disclosures

Expenditures for the year ended June 30, 2008 exceeded the appropriations of the

following special revenue funds:

Budget Actual Variance
Special Revenue Funds:
Home Loan Program ' - 188 (188)
Nutrition Program ‘ - 874,316 (874,316)
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY
Community Development Block Grant - Special Revenue Fund
Schedule of Revenues, Expenditures and Changes in Fund Balance - Budget and Actual
For the year ended June 30, 2008

Variance with

Final Budget
Budgeted Amounts Positive
Original Final Actual (Negative)
Revenues: ' )
Subventions and grants $ 1,135220 1,135,220 1,147,104 11,884
Total revenues 1,135,220 1,135,220 1,147,104 11,884
Expenditures:
Current:
Personnel services - - 39,849 (39,849)
Special services 1,042,408 1,042,408 973,769 68,639
Community development 1,350,073 1,350,073 60,347 1,289,726
Total expenditures 2,392,481 2,392 481 1,073,965 1,318,516
Net change in fund balance {1.257,261) (1,257,261) 73,139 1,330,400
Fund balance, beginning of year 392,072 392,072 392,072 -

Fund balance (deficit), end of year $ (865,189 (865,189) 465,211 1,330,400
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY
Section § Housing Assistance - Special Revenue Fund
Schedule of Revenues, Expenditures and Changes in Fund Balance - Budget and Actual
For the year ended June 30, 2008

Variance with

Final Budget
Budgeted Amounts Positive
Original Final Actual (Negative)
Revenues:
Subventions and grants 5 8,160,000 8,160,000 9,427,480 1,267,480
Other income _ 945116 - 41,269 41,269
Total revenues 9,105,116 8,160,000 9,468,749 1,308,749
Expenditures:
Current:
Personnel services 742,260 742,260 041,131 101,129
Special services 184,220 184,220 170,816 13,404
Community development 7,219,474 7,219,474 7,303,803 (84,329)
Capital outlay 2,500 2,500 4,923 (2,423)
Total expenditures ‘ 8,148,454 8,148,454 8,120,673 27,781
Net change in fund balance 056,662 11,546 1.348,076 1,336,530
Fund balance {deficit), beginning of year (192,633) (192,633) {192,633) -
Fund balance (deficit), end of year $ 764,029 (181,087) 1,155,443 1,336,530
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY
Home Loan Program - Special Revenue Fand
Schedule of Revenues, Expenditures and Changes in Fund Balance - Budget and Actual
For the year ended June 30, 2008

Variance with

Final Budget
Budgeted Amounts Positive
Original Final Actual (Negative)
Revenues:
HILP payments 3 17,000 - 16,467 - 16,467
Other income - - 331 331
Total revenues 17,000 - 16,798 16,798
Expenditures:
Current:
Special Services - - 188 (188)
Total expenditures - - 188 (188)
Net change in fumd balance 17,000 - 16,610 16,610
Fund balance, beginning of year ' 3,371,292 3,371,292 3,371,292 : -
Fund balance, end ofyear. $ 3,388,292 3,371,292 3,387,902 ' 16,610
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY
HOME Program - Special Revenue Fund
Schedule of Revenues, Expenditures and Changes in Fund Balance - Budget and Actual

For the year ended June 30, 2008

Variance with

Final Budget
Budgeted Amounts Positive
Original Final Actual {Negative)
Revenues:
Subventions and grants h) 593,067 593,067 524,437 (68,630)
HILP payments 6,000 6,000 - {6,000)
Total revenues 599,067 599,067 524,437 (74,630)
Expenditures:
Current;
Personnel services 59,307 59,307 362 58,945
Special services 533,760 533,760 - 533,760
" Comumunity development : - - 3,166 (3,166)
Total expenditures 593,067 593,067 3,528 589,539
Net change in fund balance 6,000 6,000 520,909 514,509
Fund balance, beginning of year 3,994,827 3,994,827 3,994,827 -
Fund balance, end of year $ 4,000,827 4,000,827 4,515,736 514,909
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Nutrition Program - Special Revenue Fund

Schedule of Revenues, Expenditures and Changes in Fund Balance - Budget and Actual

For the year ended June 30, 2008

Variance with

Final Budget
Budgeted Amounts Positive
Original Final Actual (Negative)
Revenues:
Subventions and grants h - - 288,359 288,359
Other income - - 222,445 222,445
Total revenues - - 510,804 510,804
Expenditures:
Current;
Personnel services - - 461,777 (461,777
Special services - - 412,539 (412,539)
Total expenditures - - 874,316 (874,316)
Excess (deficiency) of revenues
over expenditures - - (363,512) (363,512)
Other financing sources:
Transfers in from City of National City - - 1,757,489 1,757,489
Total other financing sources - - 1,757,489 1,757,489
Net change in fund balance - - 1,393,977 1,393,977
Fund balance (deficit), beginning of year {1,393,977) (1,393,977) {1,393,977) -
Fund balance (deficit), end of year $ (1,393,977 (1,393,977) - 1,393,977
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Low and Moderate Income Housing Program - Special Revenue Fund

Schedule of Revenues, Expenditures and Changes in Fund Balance - Budget and Actual

For the year ended June 30, 2008

Variance with

Final Budget
Budgeted Amounts Positive
Original Final Actual (Negative)
Revenues:
Property tax allocated $ 2,848,366 2,848,366 2,941,607 93,241
Interest income 10,775 10,775 7,947 (2,828)
Total revenues 2,859,141 2,859,141 2,949 554 90,413
Expenditures:
Current:
Personnel services - - 26,053 {(26,053)
Special services 852,500 852,500 60,584 791,916
‘Community development - - 193,615 (193,615)
Total expenditures 852,500 852,500 280,252 572,248
Excess (deficiency) of revenues
over expenditures 2,006,641 2,006,641 2,669,302 662,661
Other financing sources (uses):

Transfers out (832,564) (832,964) (814,215) 18,749
Total other financing sources (uses) (832,964) {§32,964) (814,215) 18,749
Net change m fund balance 1,173,677 1,173,677 1,855,087 681,410

Fund balance, beginning of year 7,261,294 7,261,294 7,261,294 -
Fund balance, end of year $ 8,434,971 8,434,971 9,116,381 681,410
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

Redevelopment Fund - Debt Service Fund

Schedule of Revenues, Expenditures and Changes in Fund Balance - Budget and Actual

For the year ended June 30, 2008

Revenues:
Property tax allocated
Interest income
Other income

Total revenues

Expenditures:
Current:
Special services
Debt service:
Principal payments
Interest and fiscal charges

Total expenditures

Excess (deficiency) of revenues
over expenditures

Other financing sources (uses):
Transfers in
Transfers out

Total other financing sources (uses)
Net change in fund balance
Fund balance, beginning of year, as restated

Fund balance, end of year

Variance with

Final Budget
Budgeted Amounts Positive
Original Final Actual (Negative)
$ 4,817,454 4,817,454 11,766,428 6,948,974
- - 8,665 8,665
- - 30,478 30,478
4,817,454 4,817,454 11,805,571 6,988,117
2,054,818 2,054,818 2,120,909 (66,091)
2,065,000 2,065,000 2,065,000 -
1,962,351 1,962,351 2,017,843 (55,492)
6,082,169 6,082,169 6,203,752 (121,583)
(1,264,715) (1,264,715) 5,601,819 6,866,534
832,964 832,964 814,215 (18,749)
- - (8,915,568) (8,915,568)
832,964 832,964 (8,101,353) (8,934,317)
(431,751) (431,751) (2,499,534) (2,067,783)
5,113,488 5,113,488 5,113,488 -
$ 4,681,737 4,681,737 2,613,954 (2,067,783)
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COMMUNITY DEVELOPMENT COMMIS SION OF THE CITY OF NATIONAL CITY

Redevelopment Fund - Capital Projects Fund

Schedule of Revenues, Expenditures and Changes in Fund Balance - Budget and Actual

Revenues:
Subventions and grants
Interest income

- Other income

Total revenues

Expenditures:
Current:
Personnel services
Special services
Comumumity development
Capital outlay

Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

Other financing sources:
Transfers in

Total other financing sources
Net change in fund balance
Fund balance, beginning of year

Fund balance (deficit), end of year

For the vear ended June 30, 2008

Variance with

Final Budget
Budgeted Amounts Positive
Original Final Actual (Negative)
3 200,000 200,000 - (200,000)
323,000 323,000 608,291 285,291
6,576,008 6,576,008 3,153,518 (3,422,450)
7,099,008 7,099,008 3,761,809 (3,337,199)
1,511,300 1,511,300 1,189,954 321,346
4,163,350 4,163,350 1,997,556 2,165,794
5,249,000 5,249,000 5,835,343 (586,343)
6,570 6,570 22,124 (15,554)
10,930,220 10,930,220 9,044 977 1,885,243
(3,831,212) (3,831,212) (5,283,168) (1,451,956)
- - 8,915,568 8,915,568
- - 8,915,568 8,915,568
(3,831,212) (3,831,212) 3,632,400 7,463,612
15,984,026 15,984,026 15,984,026 -
$ 12,152,814 12,152,814 19,616,426 7,463,612
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GQVERNMENT AUDITING STANDARDS

We have audited the financial statements of the Community Development Commission of the
City of National City (“Commission”), a component unit of the City of National City as of and
for the year ended June 30, 2008, and have issued our report thereon dated January 29, 2009. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Commission’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing
our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Commission’s internal control over financial reporting. Accordingly, we do
not express an opinion on the effectiveness of the Commission’s internal control over financial
reporting

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material
weaknesses. However, as discussed below, we identified certain deficiencies in internal control
over financial reporting that we consider to be significant deficiencies and other deficiencies that
we consider to be material weaknesses.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity's ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the
Commission’s financial statements that is more than inconsequential will not be prevented or
detected by the Commission’s internal control. We consider items 08-01, 08-02 and 08-03 that
have been described in the accompanying schedule of findings and recommendations to be
significant deficiencies in internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that

results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the Commission’s internal control.
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Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies and, accordingly, would not necessarily
disclose all significant deficiencies that are also considered to be material weakness. However,
of the significant deficiencies described above, we consider item 08-01 to be a material
weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Commission’s financial statements
are free of material misstatements, we performed tests of its compliance with certain provisions
of laws, regulations, contracts and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. Such provisions
included those provisions of laws and regulations identified in the Guidelines for Compliance
Audits of California Redevelopment Agencies, issued by the State Controller and as interpreted in
the Suggested Auditing Procedures for Accomplishing Compliance Audits of California
Redevelopment Agencies, issued by the Governmental Accounting and Auditing Committee of
the California Society of Certified Public Accounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the audit committee, management,
and the State Controller and is not intended to be and should not be used by anyone other than
these specified parties. '

Irvine, California
January 29, 2009
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY

(08-01)

Schedule of Findings and Recommendations

Year ended June 30, 2008

Inadeqguate Internal Conirols over Cash and Investments

(08-02)

During our review of internal controls over cash and investments, we noted that the
Commission’s cash and investments (held by both the Commission and its fiscal agent)
had not been reconciled to the general ledger on a monthly basis. Sound internal
controls dictate that the individual in charge of reconciling the cash and investment
portfolio to the general ledger ensure that all cash and investment activities (ie.,
purchases, sales, transfers, interest earnings) have been accurately and timely recorded
in the general ledger. This procedure should be done soon after month end in order to

efficiently detect and resolve any discrepancies or unauthorized transactions that might
occur.

Recommendation

We recommend that the Commission reconcile and record all cash and investment
activity to the general ledger on a regular monthly basis. We further recommend that
the Commission consider the use of a third party custodian in performing investment
transactions for all investments held. The involvement of a third party custodian
(separate and distinct from the institution that executes the investment purchase on the
Commission’s behalf) enhances the internal controls over investments by decreasing
the risk of fraud by the counter party, the party that makes the investment purchase.

Inadeguate Records on Housing Project Cémital Asseis

The Commission’s Morgan and Kimball Towers’ housing projects have not maintained
adequate detailed records relating to their capital assets. Although adequate detailed
records are maintained for current year additions and deletions to capital assets (and
related accumulated depreciation), the Commission should maintain detailed records
that reconcile to the total ending capital assets and related accumulated depreciation
recorded in the general ledger in order to ensure such assets exist and that depreciation

is correctly calculated.
Recommendation
We recommend that the Commission perform an inventory on all capital assets owned

by their housing projects and that such records reconcile to the total ending capital
assets and related accumulated depreciation recorded in the general ledger.
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COMMUNITY DEVELOPMENT COMMISSION OF THE CITY OF NATIONAL CITY
Schedule of Findings and Recommendations

{Continued)

(08-03) Controls over Misstatements Reflected in the Financial Statements

An important element of internal contro! is that management’s review of the financial
statements be highly effective to detect misstatements reflected in the year end
financial statements. While this review currently contributes to the objectives of the
financial reporting process, this review does not rise to the level necessary to detect
misstatements associated with some of the more complex and technical elements
reflected in the financial statements.

Currently, the audit firm is relied upon to prevent or detect misstatements in the year
end financial statements. Auditing standards require that client systems be effective
without reliance upon the audit process. This is because a key role of the aunditor is to
evaluate the effectiveness of the client’s financial reporting control systems. The audit
firm cannot be a part of the client’s internal control system that is evaluated during the
andit process.

Paragraph 19 of the Statement on Auditing Standards No. 112 requires that the auditor
include in the report of significant control deficiencies any material adjustments
detected by the audit process. For the year ended June 30, 2008, material adjustments
detected by the audit process were as follows: 2
» Entry to adjust the balance of loans receivable and to correct the fund from being
out of balance. '
» Adjustment to agree opening fund balances to prior year audited financial
statements.
* Entry to restore cash and to record a liability that related to an expense that was
paid after year-end that related to the current fiscal period.

Recommendation

We recommend that management record material adjustments on an annual basis prior
to the start of the audit. :

In addition, in order to enhance management’s review of the financial statements, we
recommend that additional training be provided to raise the comfort level and
effectiveness of staff with respect to their review of the year end financial statements.
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